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.Contact Person:

.
‘Identification Number:

Telephone Number:’

Employer |dentification Number: — '
- Dear Applicant: '

. This is in reply. to your application for recognition of éxemption urider. section 501 (eX3) of
the Intemal Revenue Code. HE ; :

We have considered the information you have, su'bm.'itted;and have concluded that you
. do not qualify for recognition of exemption under section 501(c)(3) of the. Code because more
; than an insubstantial part of your actlvmes are. not in furtherance of a charitable purpose.

. You are currently:recognized-as. exempt from Federal income tax a titie holding company
-described in section 501(c)(2) of the Code. In WD you amended your. goverming instrument to
i comply with the organizational requirements of section 501(c)(3)-of the Code. Your filed your

: application for recognition- of exemption urider section 501(c)(3) in S

; The.information submitted establishes that you are engaged in community and economic

: development initiatives such as providing affordable housing-and econamic opportunities for .

“* Migvi-and moderate-income. persons. In your letter of ‘
-your section 501(c)(3) purpose “through separate corporations, which are set up for each

- housing project .” The corporation established for each partnership acts as the general partner

- *{ in the limited partnership-and holds a 1.percent interest in the partnership. A related

. organization, the *(heminaﬂer referred to as . I
acts as the initial fimited partner.in each partnership. The general.pariners act on the behalf of

.t the partnerships on all issues, including construction, management and maintenance. :

* | You own 49% of the economic interest ini each of 4 general pariners each of which is a separate

* | Independent corporation for each housing project. @illIhas a 51% interest in each
: corparation. o -

o

O As stated above. (Il acts as the initial limited partner in each project. Wl is
| described.in your submissions as an association of @il urban-suburban churches. The
 information you have submitted indicates that in at least two of the-four partnerships you are
* | Involved in WD has redelegated its right to sell imited partnership interests to a for-profit
{.corporation. In NN the. current limited partner is i

i

j YOU State that you fulfill = .. ...




S - in S the. cuent limited partnet is also a D
R You describe: the NN > 2n unrelated

organizat:on which pays you for the housing credits pmwded by -for the housing pro;ects
you aré. involved in. :

You have established 4 partnerships and 4 general partner corporatnons to date The : -

nartnerships. are providing: affordable housing and ownership opportunmes in targeted areas.
;Although in operation the:éxisting partnerships. have keyed on low income residents; your
govemmg instrument provides that you are established ta provlde servioes to low, and moderate
. lincome residents.’

. As lnltlally established you wer’e.to provide various social services to the residents in the ‘

‘housing projects you are involved in. . However, the information-you have submitted jndicates -
 that this role has often been reassigned or sold to an unrelated corporation.. For example
has contracted with an organization referred to as (AN to provide
‘counseling, after school and support services. You have also. submitted a eopy of a contract
with an' whlch isto provide emgloyment support
i services to residents of the housing Slm'larly, in-response to our.
‘information letter of NN, you stated that "support services to-all residents will be
iprovided ey

The financial mfonnat:on you, have submitted indicates that you receive some income
from property rentals and a certain amount of interest incame from related corporatsons You

i have. even earned a small amount of royalty income from a piece of property youownhasagas . -
xwe!l ‘However, yaur-primary source of income is the development fees for the services provided -

o tax credit projects 10 develop the projects and aversee their construction... “This financial
tinformation also indicates that you. have. made fairly substantxal Ioans to. each of the limited
i »partnershlps ' ‘ :

You have. submntted an Agreement for Development Services which was entered inta on L

between vosiself and WD ar
‘However, this project was.déveloped prior to. .you being establishéd as.a section 50K{c)(3)
‘organization. Similarly. the Wldgrant réceived from the State of @ Low_and Moderate-

: 'zlncome Housing Trust Fund, took place. prior to your moorporahon as an organization described ]

2! fin section 501 (¢)(3).... Therefore these activities are not athbutable to you In determining -
quallf ntlon for recognition of exemption. .

? : Section 501 (c)3).of the Code exempts from federal i lnoome tax orgamza’aons organlzed .

‘ and operated exclusively for charitable or educational purposes.
| . Section 1.501 (c)(3)—l {c)1) of the Regulations provides that an .organization will be-

regarded as 'operated exclusively ‘for one ‘or more exempt purposes only if it engages primarily :

m activities which accomplnsh exempt purposes.

. * Section 1.501. (c)}(3)- (d)(1)(ii) of the Regulatlons pmwdes that an organizationis not |
‘orgamzed or operated-exclusively. for-exempt purposes- unless it serves a public rather than a.

; ,pnvate interest. Thus, an orgamzatzon must establish that it ls not organized or. operated for the R

T




benef' t of: pnvate interests such as deergnated indtvrduals. the creator or his: famnly,
shareholders of the orgahization, or persons controlied directly or mdrrectly by such persons,
Section 1.501 (c)(3MH (d)(2) of the  Regulations provides that the. term ‘charitable’ is used. -
" in section 501 (c)(3):in its generally’ acoepted legal sense. Such term includes: relief of the poor -
+ and distressed or of the underpnvdeged »advancement of religion; agvancement of education or.
, Science, erection or maintenance;of-public burldmgs. monuments, or works; lessening the-
' ;, burdens of government;. and promotion of social welfare by ofganizations designedto -
Dk accomplrsh any. of.the above purposes,.or'(f) to lessen neighborhood tensions; (i) to elrmmate
L ! prejudice and discrimination; (jii) to defend human and civil rights secured by law; or (IV) to..
combat community. deteriorabon and juvenile delmquency i

: .Section | 501(c)(3}-l(e)(l) of the regulations provrdesthat an: orgamzahon may meet the . ”
4 requrrements of section"501(c)(3) although it operates a trade or business, as a substantial part
| of its. activities, if the operation of such frade or business Is i in furtherance. of the organizatron S ..

; ; exempt purpose or purposes and.if the-organization is not organized or. operated for. the. pnmary : ';' .

purpose of carrying on an- unrelated trade or business, as'defined in: sectron 513.

‘ " |n Better Business:Bureau of Washln n, D.C., Inc.-v. Umted States, 326 U.S. 279
(1 943),. Ct.D. 1650, C.B. 1945, 375, the. Supreme Court of the United States held that the

i;presence of a nonexempt purpose, if more than msubstantial would destroy tax exempt stams '

‘; as'a charitable organrzatron
} . ¥t United:States v. Wells Fargo Bank, 485 U.S. 351, [08 §. CL I79, 89 L. Ed. 2d 368
(1988), the Supreme’ e Court held: that.an organlzation must prove unambiguously that it qualifies
for a tax exemption. A )

In Mollne Progerties, Ing. v: Commrssroner 319 U.S. 436, 438 (1943); the Court held that
for federal income. tax purposes, a parent corporation and its subsidiary are separate taxable

L entities so long as-the.purposes. for. which the subsidiary is incorporated are the equivalent of .

busmess actlvmes or. the. subsxdlary subsequenﬁy carries on busmess actmtres

gt e o

ardmg Hospital, Inc. v. United States, 505 F2d 1068 (1 974) ‘holds that an orgamzatlon

eeekmg a'ruling as. to. recoghition of its tax exempt status has the burden of proving that it
; satrsﬂes the requirementsiof the partlcutar exempfion statute. Whether an, orgamzatxon has -
3 satrsf ed the operatnonal test isa questlon. of fact..

: i ‘ i ., 483 F.2d 1098,
" 11106 (5th Cir. 1973) the court reoogmzed that in some.instances theé parent eorporatlon $0
{ controls the affairs of the subsidiary that it is merely an Instrumentalrty of the parent and the
oorporate entity of the subsidiary be disregarded. .

: In Batt v. Umted States. 431°F. 2d 227, 2334 a" Crr. 1970)the Court held that the
:existence of a corporationiwill generally.not be disregarded where:it js organized with the bona
' f de intention that it will have some real and substantial busm&s functxon

. Whether an organization has satisfied the operahonal testis a question of fact. See
gdgrdlng Hgsgltal, Inc. v. Umted Sgtes supra. In addition, the exlstence of:more than an




d msubstantlal nonexempt purpose WI|| predude exempbon. See etter Business Eureau of
b Washlngtgn, D.C., Inc. v. United States, supra, See also Old Dominion Box Co. v. United. -
i States, stipra, which holds that operating for the private benefit of individuals is a substantial .
_ nnonexempt purpose. . As emphasized by the Supreme Court in; Unltﬂ Statee v. Wells Eamg
.1.Bank; supra, qualification must be proven unambiguously-
; “The informatnon you have submitted indicates that your sole activity appears to be your

s involvement in creating other corporations'which act as general parthers in imited: liability: .- ; T

+ partnerships which provides housing: to;low ih¢ome-individuals. You are not a partner in the ..
; i limited partnerships.’ A for-profit.corporation:; of which you own a 49 % interest is the general
. partner in the partnerships and.a rélated organization holds a 51 % interest in it. The general .
. partner orly holds a { % Interest, ire the: limited partnership. The general partner. has the .
" responsibllity to prowde davelopment services to the project. However, in several instances the
‘ general partners.have redelegated these duties and responsnbalmes to for. profit corporations. -

- In'summation, you, saek exemphon based on the activities of a for profit. oorporatlon
; i:which. is acting as a general: partner in the partnership. Furthenmore, in certain instances it
o appears that even these limited duties have been sold or redelegated to for proﬁt corporations.

The activities of a separately. xncorporated subs!d:ary cannot ordnnanly be attnbuted taits
parent organization uniéss the facts piavide. clear and convincing evidence that the subsidiary is
{ in reality 'an arm, agent or integral part of-the parent. Here, there is no evidencs that any of the
general partners are so:controlled.by you that they are merely the instrument by which you canry
i on your exempt section 501(c)(3) activities. Each general partner acts Independently, they can .
| borrow, money, enter Into-contracts .or delegate rights and: responsrbllmes on their own behalf.
Nor do you own a majonty interestin any of the general partners. 'has a 51 % interest in
: each ‘'one and you have a 49 % interest. We recognize that, in the: past you have been involved. -
5 -to some degree in various projects. However, these activitiés took. place. hefore you were
. i'established as a sectron 501(c)3) organization and the current state of your involvement in .
* r'them is. unclear. -In fact..the.only clear cumrent activities you appear. to be carrying on are acting
-, yas a conduit of state-housing monies or.a lender of such. monies. As such you are-not actually.
ﬂcaa vying or-a charitable activity, . There is no information estabhshmg that you are directing-the
i use. of the funds for a chantable purpose nor-do you appear tor oontroi the funds fo ensure that
i.they are used excluswely for charitable purposes , o .

P Accordmg Iy t based on all the.facis and- carcumstances, we canciude that you have not

1 1 established unequwocally that you quaiify for recognition of exemption from federal income tax
' 't as an organization descnbed in section 501 (c}(3) of the Code because more than an
iinsubstantial part of your activities does not establish a charitable purpose.. See ﬁettg
Busmess Bureau of Wash:mton, D.C.. Inc. v. United States. s upa.

: We recognize i that an organization can operate a trade or busmess as a substantialasa .
. ‘r portnon ofits activities. and still qualify for recognition of exemption’ under section 50i(c)(3). See -
1. 1section 1.501(c)(3)- 1(e)(1) of the regulations. However, the cperation of this trade or business . -
must be in furtherance of:an organizations.exempt purposes. Inasmuch as we have concluded
: 'sthat you are not operated to acoomphsh charitable purposes this provxsuon of the regulatrons Is
‘ not applicable to you. Cote Al
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: Accordrngly, you do- not quahfy for exemptlon as an orgaruzatxon described in secuon
501 (c)(3) of the Code . !

s

' Contnbuhons to you are not deductlble underseohon 170 of the Code

© . . Youhave the nght to protest this mlmg if you beheve it is.incorrect. To protest, you
should submit a statément of your views: 1o this office, with a full explanation of your reasoning.

+This Statement, signed by. one of your officers, must be submitted. within 30 days from the date .
. 'of thisletter. You also have a right to a conference in this office after your statement is

nsubmrtted You must request the conference, if you want: -one,. when you file your protest

i statement if you are to be represented by someone wha Is not one of your officers, that person D e

< will need to file a proper power of attomey and otherwnse qualtfy under our Conferance and
8 Practxces Requnrements ) : S

it you da not protest this: rulmg ina timety manner, it will be oonsrdered by the lntemal
‘Revenue Service as a failure: torexhaust avanlable admmlstratlve remedies. Section 7428(b)(2)

-of the Code provides, in parL thata: dedaratory judgement or. decree under this section shall not ' '

' 'be. issued'in any proceeding unless- theTax Court, the United States Court of Federal Claims, or
‘the. Drstnct Court of the: Umted States for, the District of Columbxa determmes thatthe .~

. » Revenue Servnce
; .>,
fm

forwarded to the Ohio Tax Exempt and Government Entities (T EIGE) office. Thereafter, any

questrons about your federal i income. taix;$tatus should be ‘directed ta: that office, either by calling ;'r L

¥ } 877-829-5500 (a toll free: number) of; sendmg correspondence to: Initemial Revenue Service,-

| TE/GE Customet Service, P.0.: Box 2508, Cincinnati, OH 45201, Thé appropnate State. Ofﬁcuals - 'ﬁ.

wrll be notrﬂed of. thls actxon in acoordance with Code sechon 61 04(c)
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Sincerely

.(srgned) Tenell M. Bea‘kovsky

Terrell M. Berkovsky
Lioow o . Manager Exempt Organizations
e : , : . Technical Group 2

i If'we do.not hear from you within 30 days, this- rulmg will become final.and a copy, willbe .., *




